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[3175-01-M] 

Title  6 — Economic  Stabilization 

CHAPTER  VII— COUNCIL  ON  WAGE 
AND  PRICE  STABILITY 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Modified  Price  Standards  for  Medical 
and  Dental  and  for  Other  Insurance 
Providers 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Pinal  standards  for  medical 
and  dental  and  for  other  insurance 
providers. 

SUMMARY:  The  Council  has  deter¬ 
mined  that  considerations  particular 
to  the  insurance  industry  merit  adopt¬ 
ing  modified  price  standards  for  pro¬ 
viders  of  medical  and  dental  and  of 
other  forms  of  insurance. 

EFFECTIVE  DATE:  February  13. 
1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Zachary  Dyckman,  Office  of  Price 
Monitoring  (202/456-6475),  or 
Sandra  Sherman  (202/456-6286), 
Office  of  General  Counsel,  Council 
on  Wage  and  Price  Stability,  726 
Jackson  Place,  NW.,  Washington, 
D.C.  20506. 

SUPPLEMENTARY  INFORMATION: 
The  two  new  standards  issued  today 
are  705C-5,  “Price  Standard  for  Medi¬ 
cal  and  Dental  Insurance  Providers”, 
and  705C-6,  “Price  Standard  for  Pro¬ 
viders  of  Insurance  other  than  Medi¬ 
cal  and  Dental  Insurance”.  They  re¬ 
flect  consultations  with  all  aspects  of 
the  insurance  industry,  including 
State  regulatory  authorities,  and  are 
intended  to  reduce  the  acceleration  of 
premium  costs  without  threatening 
the  financial  viability  of  insurance 
providers. 

I.  Medical  and  Dental  Insurance 

A  special  standard  has  been  devel¬ 
oped  for  medical  and  dental  insurance. 
The  standard  applies  to  "inflation 
trend  factors”,  which  are  numerical 
multipliers  used  in  the  computation  of 
premiums.  These  factors  are  used  to 
incorporate  expected  increases  in 
claims  costs  due  to  growth  in  prices 
and  utilization  of  health  services  into 
the  computation  of  premium  rates. 

Reasons  for  Special  Standards 

(A)  Greater  Deceleration.  Premium 
rate  increases  are  mainly  a  reflection 
of  growth  in  claims  costs,  which  in 
turn  reflect  changes  in  prices  and  uti¬ 


lization  of  health  care  services.  Health 
care  costs  have  been  rising  faster  than 
inflation  rates  in  other  sectors  in 
recent  years.  However,  the  Adminis¬ 
tration  has  announced  a  hospital  cost 
containment  program  with  the  goal  of 
limiting  hospital  expenditure  growth 
to  a  9.7  percent  annual  increase.  In  ad¬ 
dition,  the  Council’s  professional  fee 
standard  (705C-3)  is  applicable  to 
medical  and  dental  services.  Thus,  it  is 
anticipated  that  costs  of  health  care 
services  will  exhibit  greater  decelera¬ 
tion  than  in  other  sectors  of  the  econ¬ 
omy.  The  standard  is  designed  to 
achieve  decleration  of  inflation  trend 
factors  by  approximately  15  percent. 

The  standard  imposes  a  degree  of  de¬ 
celeration  on  individual  insurance 
plans  that  varies  with  the  magnitude 
of  the  base  period  inflation  trend 
factor.  This  reflects  the  assumption 
that  deceleration  should,  and  can,  be 
greater  where  medical  care  costs  have 
been  increasing  more  rapidly. 

(B)  Uniqueness  of  Premiums  for  In¬ 
dividual  Policies.  Most  medical  and 
dental  insurance  is  sold  on  a  group 
basis,  with  premiums  typically  based 
on  the  claims  experience  of  the  previ¬ 
ous  period.  Because  claims  experience 
differs  according  to  the  group  or  indi¬ 
vidual  covered,  and  because  coverage 
or  level  of  benefits  may  change  from 
one  policy  period  to  the  next,  premi¬ 
ums  per  se  cannot  practicably  be  ad¬ 
dressed  in  a  price  deceleration  stand¬ 
ard.  Accordingly,  the  standard  does 
not  apply  directly  to  premiums,  but 
rather  to  the  inflation  trend  factors 
used  in  setting  premiums. 

Other  Features  of  the  Standard 

An  alternative  profit-margin  limita¬ 
tion  is  available  to  insurers  who  pro¬ 
vide  medical  and  dental  insurance  if 
they  can  demonstrate,  on  the  basis  of 
actual  claims  data,  a  deterioration  in 
the  ratio  of  claims  to  premiums  or  a 
likelihood  of  negative  profit  for  the 
year. 

The  standards  apply  to  all  policies 
for  which  premiums  are  quoted  or  an¬ 
nounced  after  February  15,  or  which 
are  issued  or  renewed  on  or  after  April 
1,  1979. 

Health  Maintenance  Organizations 
(HMO’s)  are  expected  to  achieve  de¬ 
celeration  in  their  premium  increases 
because  of  compliance  with  the  pay 
standard  and,  where  applicable,  with 
the  Council’s  professional  fee  standard 
and  the  Administration’s  hospital-ex¬ 
penditure-limitation  goal.  HMO’s 
embody  an  incentive  structure  which, 
to  a  greater  degree  than  the  dominant 
system  of  fee-for-service  physicians 
and  independent  hospitals,  rewards 
cost  consciousness  and  discourages 
excess  utilization.  Accordingly,  the 
standard  for  medical  and  dental  insur¬ 
ance  providers  need  not  be  applied  by 
HMO's. 


II.  Providers  of  Insurance  Other 
Than  Medical  and  Dental 

A  price  standard  for  providers  of  in¬ 
surance  other  than  medical  and  dental 
is  necessary  so  that  the  Council  can 
adapt  its  general  price  standard  to  the 
reporting  requirements  of  the  States 
and,  thereby,  avoid  imposing  redun¬ 
dant  reporting  burdens  on  the  affect¬ 
ed  companies.  In  addition,  the  indus¬ 
try  derives  the  major  share  of  its 
profit  from  investment  income,  and  it 
was  necessary  that  the  profit  margin 
limitation  as  applied  to  the  industry 
take  this  into  account. 

This  modified  price  standard  covers 
most  insurance  other  than  medical 
and  dental  insurance.  This  includes, 
but  is  not  limited  to,  automobile, 
homeowner,  and  other  common  lines 
of  property  and  liability  insurance. 

Several  lines  of  insurance  fall  under 
exclusions  listed  in  705A-3.  Negotiated 
commercial  insurance  coverages  with 
annual  premiums  per  contract  of 
$100,000  or  more,  reinsurance,  ocean 
marine  insurance  and  inland  marine 
insurance  are  each  custom  products, 
often  competitively  bid  as  part  of  in¬ 
ternational  markets.  Life  insurance, 
including  pensions,  annuities  and  dis¬ 
ability  insurance  are  also  excluded. 
There  is  great  difficulty  in  defining  a 
meaningful  price  for  these  products 
because  of  changes  in  life  expectancy, 
which  change  payment  flows  under 
the  policies  and  basically  change  the 
nature  of  the  product.  In  the  case  of 
disability  insurance,  claims  experience 
is  tied  heavily  to  business  cycle  devel¬ 
opments,  and  premium  fluctuations 
for  this  insurance,  therefore,  are  not 
primarily  related  to  rates  of  inflation. 

The  modified  standard  permits  the 
general  price  deceleration  standard  to 
be  applied  on  any  basis  permitted  by 
the  definition  of  “company”  in  705D, 
with  appropriate  exclusions.  If  a  com¬ 
pany  experiences  uncontrollable  price 
increases,  and  cannot,  therefore, 
comply  with  the  price-deceleration 
standard,  it  may  comply  with  the 
profit-margin  limitation,  as  modified 
in  705C-6(c).  Once  a  company  applies 
the  profit-margin  limitation  to  its  non¬ 
medical/dental  insurance  business, 
then  all  such  business  written  by  its 
affiliated  companies  will  be  subject  to 
that  limitation. 

The  major  changes  in  the  general 
profit  margin  limitation  are  the  inclu¬ 
sion  of  investment  income,  the  appli¬ 
cation  of  statutory  reporting  terms  re¬ 
quired  by  State  authorities,  and  the 
use  of  calendar  instead  of  fiscal  (other 
than  calendar)  years.  Profit  from  the 
excluded  lines  of  insurance,  mentioned 
above,  are  included  when  the  profit- 
margin  limitation  is  applied. 

The  standards  will  be  monitored  by 
the  Council,  with  the  help  of  the  State 
insurance  commissioners  under  a  plan 
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adopted  by  the  National  Association  of 
Insurance  Commissioners. 

Reporting  requests  under  these 
standards  are  provided  in  an  accompa¬ 
nying  addition  to  the  Council’s  proce¬ 
dural  rules. 

While  these  changes  are  effective 
immediately,  the  Council  will  accept 
comments  on  them  through  March  9, 
1979.  Comment  should  be  addressed  to 
Sandra  Sherman  at  the  address  given 
above.  In  addition,  notwithstanding 
the  effective  date,  these  standards 
should  be  applied  throughout  a  com¬ 
pany’s  program  year. 

(Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93  387.  as  amended  (12  UJS.C.  1904. 
note);  E.O.  12092.) 

Irt  consideration  of  the  foregoing. 
Sections  705C-5  and  705C-6  are  added 
to  the  appendix  to  Part  705  of  Chap¬ 
ter  VII,  Title  6  of  the  Code  of  Federal 
Regulations  to  read  as  follows. 

Issued  in  Washington,  D.C.,  Febru¬ 
ary  8,  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage 
and  Price  Stability. 

1.  New  Sections  705C-5  and  705C-6 
are  added  to  the  appendix  to  Part  705 
to  read  as  follows: 

•  •  *  *  • 

705C-5  Price  Standard  for  Medical  and 
Dental  Insurance  Providers. 

(aXlXi)  Standard.  The  price  standard  for 
medical  and  dental  insurance  providers  is 
based  on  a  percentage  deceleration  in  the 
inflation  trend  factors  used  in  determining 
premium  rates.  The  standards  apply  to  all 
policies  for  which  premiums  are  quoted  or 
announced  after  February  15,  1979,  or 
which  are  issued  or  renewed  on  or  after 
April  1.  1979. 

(ii)  Notwithstanding  the  definition  of 
“company”  in  705D,  a  firm  should  separately 
identify  (A)  Medical  and  dental  insurance, 
(B)  insurance  other  than  medical  and  dental 
insurance,  and  (C)  all  other  lines  of  business. 

(2)  To  be  in  compliance  with  the  standard, 
the  revenue  weighted  average  of  the  infla¬ 
tion  trend  factors  (or  each  of  the  inflation 
trend  factors)  should  be  no  more  than: 

(i)  95  percent  of  the  base  period  inflation 
trend  factor,  if  the  base-period  factor  is  less 
than  7  percent,  or 

(ii)  6.65  percent  plus  75  percent  of  the 
amount  by  which  the  base-period  inflation 
trend  factor  exceeds  7  percent,  if  the  base- 
period  factor  is  7  percent  or  more. 

(b)  For  purposes  of  paragraph  (aX2): 

( 1 )  The  inflation  trend  factors  are  the  nu¬ 
merical  factors,  used  in  determining  medical 
and  dental  insurance  premiums,  that  reflect 
expected  increases  in  claims  costs  due  to  in¬ 
creases  in  the  prices  of  health  services  and 
in  utilization  of  such  services,  net  of  the 
effect  of  benefit  changes; 

(2)  Base-period  Inflation  trend  factors 
may  be  computed  in  one  of  two  ways:  (i) 
The  average  value  of  inflation  trend  factors 
in  use  on  April  1,  July  1,  and  October  1. 
1978;  or  (ii)  the  percentage  increase  (net  of 
the  effect  of  benefit  changes)  of  per  capita 
(insured  unit)  claims  cost  for  the  most 
recent  12-month  period  for  which  data  are 
available,  relative  to  costs  for  the  corre¬ 
sponding  period  one  year  earlier; 


(3)  if  a  company  can  separate  the  price 
and  utilization  components  of  the  base- 
period  inflation  factors  and  the  utilization 
component  is  negative,  the  base  period  in¬ 
flation  trend  factors  may  be  computed 
under  the  assumption  that  the  utilization 
component  is  zero. 

(c)  Profit-Margin  Limitation.  If  a  compa¬ 
ny’s  loss  ratio  (i.e.,  the  ratio  of  claims  to 
premiums),  based  on  at  least  three  months’ 
medical  and  dental  claims  experience  during 
calendar  1979,  exceeds  that  of  the  same 
period  during  1978  by  2  percentage  points  or 
more,  or  the  company  can  show  that  it  will 
have  negative  profits  for  calendar  1979,  the 
company  need  only  comply  with  the  Profit- 
Margin  Limitation  in  705A-6  and  should  use 
the  following  definitions: 

(1) A  program  year  of  calendar  1979,  and  a 
base  year  of  calendar  1978; 

(2)  The  relevant  years  for  705A-6(aXlXi) 
are  calendar  1976,  1977,  and  1978; 

(3)  Investment  income  is  included  in  the 
definition  of  profit;  and 

(4)  The  physical  volume  adjustment  is  the 
ratio  of  program-year  premiums  at  1978  rate 
levels  to  1978  premiums. 

705C-6  Price  Standard  for  Providers  of  In¬ 
surance  Other  Than  Medical  and  Dental 
Insurance. 

(a)(1)  The  price  standard  for  companies 
providing  insurance  other  than  medical  and 
dental  insurance  is  the  price  deceleration 
standard  in  705A-2,  except  that,  if  a  compa¬ 
ny  experiences  uncontrollable  cost  in¬ 
creases,  it  should  comply  with  the  profit- 
margin  limitation  in  705A-6,  subject  to  the 
provisions  of  paragraph  (b)  of  this  section. 

(2)  Notwithstanding  subparagraph  (1),  life 
insurance,  including  pensions,  annuities, 
and  disability  insurance,  should  not  be  in¬ 
cluded  in  the  computation  of  the  price  de¬ 
celeration  standard. 

(bxl)  Profit  Margin  Limitation.  If,  in  ac¬ 
cordance  with  paragraph  (a),  an  insurance 
company  is  complying  with  the  profit 
margin  limitation,  it  should  use  the  follow¬ 
ing  definitions; 

(1)  A  program  year  of  calendar  1979.  and  a 
base  year  of  calendar  1978; 

(ii)  For  purposes  of  705A-6(a)(lXI),  the 
relevant  years  are  calendar  1976,  1977,  and 
1978; 

(iii)  The  physical  volume  adjustment  is 
the  ratio  of  program  year  premiums  at  1978 
rate  levels  to  1978  premiums;  and 

(iv)  Investment  income  is  included  in  the 
definition  of  profits. 

(2)  Notwithstanding  the  definition  of 
"company”  in  705D.  firms  should  separately 
identify  (i)  medical  and  dental  insurance, 
(ii)  insurance  other  than  medical  and  dental 
insurance,  and  (iii)  all  other  lines  of  busi¬ 
ness.  If  any  firm  providing  insurance  speci¬ 
fied  in  clause  (ii)  applies  the  profit  margin 
limitation,  and  is  affiliated  with  other  firms 
providing  such  insurance,  all  the  affiliated 
firms  should  comply  with  the  profit  margin 
limitation. 

(3Xi)  For  companies  providing  Property 
and  Casualty  Insurance,  the  profit  margin  is 
calculated  so  that  the  numerator  is  “net 
income,  after  dividends  to  policy  holders”, 
as  reported  at  line  18B  of  the  Property  and 
Casualty  annual  report  required  for  such 
firms  by  State  insurance  departments,  and 
the  denominator  is  “net  direct  written  pre¬ 
miums”. 

(ii)  Where  life  insurance  companies 
comply  with  the  profit  margin  limitation, 
the  numerator  (profit)  is  the  sum  of  “net 
gain  from  operations  after  dividends  to 


policy  holders”,  line  32A  (less  income  from 
medical  and  dental  insurance  premiums) 
from  the  Summary  of  Operations,  plus  “net 
realized  capital  gains  or  losses  on  assets  dis¬ 
posed  of  during  the  year”,  entry  1,  line  11. 
Exhibit  4.  both  of  which  are  included  in  the 
Life  and  Accident  and  Health  annual  report; 
this  report  is  required  by  State  insurance 
departments.  Premiums  for  life  insurance 
are  the  denominator. 

(iii)  Companies  providing  other  lines  of  in¬ 
surance,  and  filing  comparable  annual  state¬ 
ments  with  State  commissions,  should  use 
entries  analogous  to  those  specified  in 
clauses  (i)  or  (ii). 

(c)  Insurance  Brokerage.  Revenues  of  an 
insurance  brokerage  company  are  in  compli¬ 
ance  with  the  price  deceleration  standard  if 
the  average  commission  rate  on  which  they 
are  based  does  not  increase  in  1979. 

2.  Section  III  of  the  cumulative 
Questions  and  Answers  issued  by  the 
Council  at  44  FR  5362  (January  25. 
1979)  is  amended  by  adding  Question 
and  Answer  number  8  to  read  as  fol¬ 
lows: 

Q.8  How  is  the  “average”  in  “aver¬ 
age  value  of  inflation  trend  factors  in 
use  on  April  1,  July  1,  and  October  1, 
1978”  to  be  computed  for  purposes  of 
705C-5(b)<2)? 

A.  If  there  is  a  single  company  Infla¬ 
tion  trend  factor,  the  base  is  the  simple 
average  of  the  trend  factors  in  use  as  of 
the  three  dates,  April  1,  July  1,  and 
October  1,  1978.  If  there  are  multiple 
inflation  trend  factors,  and  the  compa¬ 
ny  chooses  to  compute  a  revenue- 
weighted  average  of  them  for  compli¬ 
ance  purposes,  then  the  base-period 
average  is  computed  by  taking  a  simple 
average  of  the  revenue-weighted  aver¬ 
age  trend  factor  computed  for  each  of 
the  three  dates.  If  the  company  com¬ 
plies  with  the  standard  by  adjusting 
separately  each  of  its  several  trend  fac¬ 
tors,  the  base  for  each  separate  factor 
is  found  by  taking  the  simple  average 
of  the  three  values  of  each  factor  as  of 
April  1,  July  1,  and  October  1,  1978. 

[FR  Doc.  79-4778  Filed  2-12-79;  8:45  am) 
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PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Modified  Price  Standard  for 
Petroleum  Refiners 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Modified  Price  Standard  for 
Petroleum  Refiners. 

SUMMARY:  The  Council  is  adding  a 
new  section  705C-7  to  its  voluntary 
standards  for  noninflationary  price  be¬ 
havior  that  permits  petroleum  refiners 
to  disaggregate  for  purposes  of  compli¬ 
ance  (1)  petroleum  refinery  oper¬ 
ations,  (2)  crude  oil  and  natural  gas 
production,  and  (3)  all  other  oper¬ 
ations,  and  to  treat  them  as  if  they 
were  separate  companies.  In  addition. 
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it  allows  a  gross  margin  standard  to  be 
applied  to  the  petroleum  refinery  op¬ 
erations,  treated  as  a  separate  compa¬ 
ny. 

DATES:  Effective  date:  February  13, 
1979.  Comments  by  March  9,  1979. 

ADDRESS:  Comments  should  be  sent 
to:  Jack  E.  Triplett,  Office  of  Price 
Monitoring,  Council  on  Wage  and 
Price  Stability,  726  Jackson  Place, 
N.W.,  Washington,  D.C.  20506. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Jack  E.  Triplett,  (202)  456-7000. 

SUPPLEMENTARY  INFORMATION: 
Under  the  definition  of  “company”  in 
Subpart  705D,  a  petroleum  refiner 
could  split  off  its  petroleum  refinery 
operations  from  its  crude  oil  and  natu¬ 
ral  gas  production  only  if  it  had  a  his¬ 
torical  practice  of  doing  so  and  had  ac¬ 
counting  records  that  permitted  an  al¬ 
location  of  costs.  In  many  instances, 
petroleum  refiners  with  integrated  pe¬ 
troleum  production  and  refinery  oper¬ 
ations  would  be  unable,  under  the 
Council’s  standards,  to  separate  petro¬ 
leum  refineries  from  other  operations. 

However,  prices  for  domestic  crude 
oil  and  natural  gas  production  are  reg¬ 
ulated  by  the  Department  of  Energy, 
and  imported  petroleum  prices  are  set 
by  the  Organization  of  Petroleum  Ex¬ 
porting  Countries  (OPEC).  This  means 
that  prices  of  crude  oil  and  natural  gas 
should  logically  be  considered  sepa¬ 
rately  from  prices  of  “downstream” 
products  under  the  Council’s  price 
standard. 

The  modified  price  standard  for  pe¬ 
troleum  refiners  allows  for  the  separa¬ 
tion  of  the  firm  into  three  yinits:  (1) 
Petroleum  refinery  operations,  (2) 
crude  oil  and  natural  gas  production, 
and  (3)  all  other  operations  and  the 
treatment  of  these  entities  as  separate 
companies.  In  addition,  the  standard 
gives  guidance  on  the  allocation  of  in¬ 
direct  costs  among  disaggregated  enti¬ 
ties.  Finally,  the  standard  provides,  for 
petroleum  refinery  operations,  a  gross- 
margin  standard  similar  to  the  one 
available  for  food  manufacturing  and 
processing.  This  standard  allows  for 
the  passthrough  of  crude  oil  costs  on  a 
dollar-for-dollar  basis  but  maintains  a 
limitation  on  the  growth  in  the  gross 
margin. 

While  this  standard  is  effective  im¬ 
mediately,  the  Council  will  consider 
comments  on  it.  Comments  should  be 
sent  to  the  above  address  by  March  9, 
1979.  In  addition,  notwithstanding  the 
effective  date,  these  standards  should 
be  applied  throughout  a  company’s 
program  year. 

(Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904 
note);  E.O.  12092.) 
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In  consideration  of  the  foregoing. 
Section  705C-7  is  added  to  the  Appen¬ 
dix  to  Part  705  of  Chapter  VII,  Title  6 
of  the  Code  of  Federal  Regulations,  to 
read  as  follows. 

Issued  in  Washington,  D.C.,  Febru¬ 
ary  8,  1979. 

Barry  Bosworth, 
Director,  Council  on 
Wage  and  Price  Stability. 

A  new  705C-7  is  added  to  the  Appen¬ 
dix  to  Part  705  to  read  as  follows: 

705C-7  Modified  Price  Standard  for 
Petroleum  Refiners 

(a) (1)  Standard.  A  gross  margin  standard 
is  available  for  petroleum  refiners  as  an  al¬ 
ternative  to  the  price  deceleration  standard 
of  705A-2. 

(2)  Definitions,  (i)  The  definition  of  "pe¬ 
troleum  refiners”  corresponds  to  the  defini¬ 
tion  of  “refiners”  contained  in  §212.31  of 
Department  of  Energy  regulations,  10  CFR 
212.31  (in  brief,  a  firm  which  refines,  blends, 
or  substantially  changes  crude  oil  and  cer¬ 
tain  petroleum  products,  and  sells  Its  output 
to  resellers,  retailers,  or  ultimate  consum¬ 
ers). 

(ii)  Notwithstanding  the  definition  of 
“company”  in  705D,  petroleum  refiners  are 
permitted  to  disaggregate  into  ( 1 )  petroleum 
refinery  operations,  (2)  crude  oil  and  natu¬ 
ral  gas  production,  and  (3)  all  other  oper¬ 
ations,  as  if  they  were  separate  companies. 
Thus,  a  firm  which  engages  in  petroleum  re¬ 
fining  operations  meeting  the  definition  of  a 
petroleum  refiner,  may  split  its  overall  oper¬ 
ations  into  three  separate  companies:  Crude 
oil  and  natural  gas  production  to  the  point 
of  first  sale  or  transfer;  petroleum  refinery 
operations  (including  distribution  and  re¬ 
tailing  of  petroleum  products,  but  excluding 
manufacture  and  distribution  of  petrochem¬ 
icals);  and  all  other  operations  (including 
petrochemicals,  if  any). 

(iii)  For  petroleum  refinery  operations, 
the  gross  margin  is  equal  to  net  sales  (gross 
sales  adjusted  for  discounts,  rebates  and 
other  allowances)  less  the  cost  of  petroleum, 
petroleum  products,  natural  gas,  natural  gas 
liquids,  and  natural  gas  liquid  products  used 
in  refinery  operations.  However,  if  there  are 
changes  in  the  input  mix  (for  example,  a 
shift  to  greater  utilization  of  crude  and 
away  from  blends),  the  gross  margin  must 
be  adjusted  to  remove  the  effects  of  changes 
in  the  mix  of  inputs.  The  gross  margin  for 
the  petroleum  refinery  operations  company 
may  be  computed  after  adjustment  for 
changes  in  the  product  mix  of  sales,  pro¬ 
vided  that  such  adjustments  are  consistent¬ 
ly  applied  for  the  base  and  program  periods. 

(b)  Alternative  Gross  Margin  Standard. 
(1)  When  a  petroleum  refiner  elects  to 
report  its  petroleum  refinery  operations  as  a 
separate  company,  this  company  satisfies 
the  gross  margin  standard  if  the  rate  of  in¬ 
crease  in  its  gross  margin  (defined  in 
(a)(2)(iii)  of  this  section)  between  the  base 
quarter  (the  last  complete  calendar  or  fiscal 
quarter  ending  prior  to  October  2,  1978)  and 
the  corresponding  quarter  of  1979  does  not 
exceed  6.5  percent,  plus  any  positive  per¬ 
centage  growth  in  physical  volume  over  the 
same  period. 

(2)  Physical  volume  increases  to  be  used  in 
justifying  increases  in  gross  margins  may  be 
computed  by  deflation  of  revenues  using  a 
measure  of  price  increase  as  the  deflator,  or 
by  computing  changes  in  barrels  sold  when 


such  barrels  are  revenue  weighted  by  major 
product  categories. 

(c)  Application  of  the  Profit  Margin  Limi¬ 
tation.  The  Council  recognizes  that  the  re¬ 
vised  definition  of  “company,”  in  paragraph 
(a)(2)( ii)  of  this  section,  may  make  it  diffi¬ 
cult  to  allocate  some  indirect  costs  among 
the  separate  companies.  Firms  should 
follow  generally  accepted  accounting  prac¬ 
tices  and  procedures,  allocating  all  costs  to 
the  respective  separate  companies  for  which 
they  have  historically  made  these  alloca¬ 
tions.  All  other  indirect  costs  (for  example, 
unallocated  corporate  overhead  expenses) 
may  be  allocated  between  the  petroleum  re¬ 
finery  operations  and  other  companies  in 
any  reasonable  manner,  so  long  as  it  is  done 
consistently  in  the  base  and  program  peri¬ 
ods  (the  Council  suggests  a  simple  alloca¬ 
tion  of  these  other  costs  to  the  company, 
other  than  the  crude  and  natural  gas  pro¬ 
duction  company,  having  the  largest  sales 
dollar  volume). 

[FR  Doc.  79-4779  Filed  2-12-79;  8:45  am] 


[31 75-01 -M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Change  in  Percentage  Margin  Stand¬ 
ard  for  Wholesale  and  Retail  Trade 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Change  in  Modified  Price 
Standard. 

SUMMARY:  The  Council  is  amending 
the  voluntary  standard  for  noninfla¬ 
tionary  price  behavior  by  changing 
the  percentage  margin  standard  for 
wholesale  and  retail  trade.  Under  this 
change,  if  the  growth  in  a  company’s 
average  percentage  gross  margin  be¬ 
tween  the  base  year  and  the  program 
year  is  no  greater  than  its  margin 
trend,  it  will  satisfy  the  standard.  It 
will  no  longer  be  necessary  to  deduct 
0.5  percentage  points  from  the  margin 
trend  to  be  in  compliance. 

EFFECTIVE  DATE:  February  13, 
1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Stephen  J.  Hiemstra,  Office  of  Price 
Monitoring,  Council  on  Wage  and 
Price  Stability,  726  Jackson  Place, 
NW„  Washington,  D.C.  20506  (202/ 
456-2601). 

SUPPLEMENTARY  INFORMATION: 
The  Modified  Price  Standards  for  Se¬ 
lected  Industries,  6  CFR  Part  705C, 
provide  at  Section  705C-2(c)(l)  that  a 
company  engaged  in  wholesale  or 
retail  trade  may  satisfy  the  percentage 
margin  standard  if  “the  growth  in  its 
average  percentage  gross  margin  be¬ 
tween  the  base  year  and  the  program 
year  is  no  greater  than  its  margin 
trend  minus  0.5  percentage  points ” 
(emphasis  supplied).  The  Council  is 
deleting  the  emphasized  words  in  re- 
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spon.se  to  comments  that  deceleration 
of  the  percentage  margin  trend  would 
require  extraordinary  deceleration  of 
wholesale  and  retail  prices.  The  com¬ 
ments  pointed  out  that  if  retail  and 
wholesale  prices,  and  the  gross  margin 
all  decelerate  by  0.5,  percentage  point, 
the  margin  trend  will  remain  con¬ 
stant— i.e„  it  will  not  decelerate.  Thus, 
a  standard  calling  for  a  constant 
margin  trend  is  consistent  with  the 
notion  of  price  deceleration. 

In  order  to  reflect  this  change  in  the 
Questions  and  Answers  issued  by  the 
Council,  this  notice  also  contains  a  re¬ 
vision  in  the  answer  to  Question 
III.A.5,  in  43  FR  60782  (December  28, 
1978),  regarding  how  the  allowable 
percentage  gross  margin  for  a  retail 
company  is  computed. 

In  addition,  notwithstanding  the  ef¬ 
fective  date,  the  standard,  as  amended, 
should  be  applied  throughout  a  com¬ 
pany’s  program  year. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904 
note),  and  E.O.  12092) 

In  accordance  with  the  foregoing, 
Chapter  VII  of  Title  6  of  the  code  of 
Federal  Regulations  is  amended  in 
Section  705C-2.  and  the  Answer  to 
Question  III.A.5  is  revised,  to  read  as 
follows. 

Issued  in  Washington,  February  8. 
1979. 

Barry  Bosworth, 
Director,  Council  on 
Wage  and  Price  Stability. 

1.  In  the  appendix  to  Part  705,  sec¬ 
tion  705C-2  is  amended  in  subpara¬ 
graph  (1)  of  paragraph  (c)  to  read  as 
follows: 

705C-2  Margin  Standards  for  Wholesale 

and  Retail  Trade  and  for  Pood  Manufac¬ 
turing  and  Processing. 

•  •  •  •  • 

(c)  *  •  • 

(1)  The  growth  in  its  average  percentage 
gross  margin  between  the  base  year  and  the 
program  year  is  no  greater  than  its  margin 
trend,  or 

•  •  •  *  • 

2.  The  answer  to  Question  III.A.5  is 
revised  to  read  as  follows: 

A.  Assume  the  percentage  gross  mar¬ 
gin  for  the  four  quarters  prior  to  Octo¬ 
ber  2.  1978,  was  44  percent,  and  40 
percent  for  the  corresponding  four 
quarters  prior  to  October  2,  1976.  The 
2-year  overall  increase  is  10  percent  and 
the  annual  average  rate  of  change  is 
4.88  percent.  The  allowable  percentage 
margin  in  the  program  year  is  46.15 
percent  (44  x  1.0488). 

(PR  Doc.  79-4780  Piled  2-12-79;  8:45  am) 


[3175-01-M] 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

Correction  in  Numbering  of  Questions 
and  Answers 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Correction  in  Numbering  of 
Questions  and  Answers. 

SUMMARY:  Certain  Questions  and 
Answers  (Q’s  and  A's)  issued  on  Janu¬ 
ary  25,  1979,  are  being  renumbered  to 
correct  an  inadvertent  misnumbering. 

EFFECTIVE  DATE:  January  25,  1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman.  Office  of  General 
Counsel,  Council  of  Wage  and  Price 
Stability,  726  Jackson  Place,  NW„ 
Washington.  D.C.  20506  (202/456- 
6286). 

SUPPLEMENTARY  INFORMATION: 
On  January  25,  1979,  the  Council  pub¬ 
lished  Q’s  and  A’s  relating  to  its  Vol¬ 
untary  Standards  for  Noninflationary 
Pay  and  Price  Behavior  (44  FR  5362). 
These  Q’s  and  A’s  were  numbered  in 
sequence  with  those  previously  pub¬ 
lished.  Inadvertently,  Q's  and  A’s 
given  in  Section  I.A.  (The  Price  Stand¬ 
ards— Coverage)  were  misnumbered  24 
through  34,  giving  them  the  same 
numbers  as  some  already  published.  In 
order  to  correct  the  sequence,  the  Q’s 
and  A's  in  this  section  are  being  redes¬ 
ignated  35  through  45. 

(Council  on  Wage  and  Price  Stability  Act. 
Pub.  L.  93-387.  as  amended  (12  U.S.C.  1904, 
note);  E.O.  12092) 

In  consideration  of  the  foregoing. 
Questions  and  Answers  24  through  39 
in  Section  I.A.  of  the  cumulative  Ques¬ 
tions  and  Answers  published  by  the 
Council,  are  redesignated  respectively. 
35  through  45. 

Issued  in  Washington.  D.C.,  Febru¬ 
ary  8,  1979. 

Barry  Bosworth, 
Director,. Council  on 
Wage  and  Price  Stability. 
(PR  Doc.  79-4781  Piled  2-12-79;  8:45  am  i 


[3175-01-M] 

PART  706— SPECIAL  PROCEDURAL 
RULES 

Reporting  Procedures  for  Insurance 
Companies 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  F*inal  rule. 


SUMMARY:  The  Council  is  adopting  * 
a  special  reporting  provision  for  insur¬ 
ance  companies  so  that  the  reports  re¬ 
quested  from  such  companies  will  be 
consistent  with  the  modified  price 
standards  which  apply  to  such  compa¬ 
nies. 

EFFECTIVE  DATE:  February  13. 
1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman,  Office  of  General 

Counsel,  Council  on  Wage  and  P|rice 

Stability,  726  Jackson  Place,  NW., 

Washington,  D.C.  20506.  (202)  456- 

6286. 

SUPPLEMENTARY  INFORMATION: 
Sections  705C-5  and  705C-6,  issued 
today,  contain  modified  price  stand¬ 
ards  for  providers  of  medical  and 
dental,  and  of  other,  types  of  insur¬ 
ance.  These  standards  specify  differ¬ 
ent  methods  of  calculating  both  price 
deceleration  and  the  profit  margin 
limitation  and,  accordingly,  the  re¬ 
porting  provisions  of  Part  706  do  not, 
in  every  respect,  request  data  which 
would  be  generated  by  these  calcula¬ 
tions.  In  addition,  companies  providing 
insurance  are  permitted  to  separate 
their  operations  into  medical /dental 
insurance,  non-medical/dental  insur¬ 
ance,  and  all  other  lines  of  business, 
without  complying  with  the  definition 
of  “company”  in  705D.  In  order  to  con¬ 
form  the  Council’s  request  for  data  to 
these  modified  standards.  Subpart  B 
of  Part  706,  “  Reports  and  Notifica¬ 
tions”,  is  being  amended  by  adding  a 
new  §  706.26,  which  contains  reporting 
procedures  appropriate  for  insurance 
companies.  It  should  be  noted  that  the 
changes  in  reporting  apply  only  with 
respect  to  the  Price  Standard;  report¬ 
ing  with  respect  to  wages  remains  the 
same. 

In  brief,  organizational  data  for  all 
insurance  firms  (with  $250  million  or 
more  in  annual  revenues)  is  requested, 
except  that  insurance  companies  need 
not  show  that  the  separation  of  their 
insurance  business  from  their  other 
lines  of  business  complies  with  the 
definition  of  ‘“company”  in  705D. 
Firms  that  write  only  lines  of  insur¬ 
ance  excluded  from  company  average 
price  calculations  under  705A-3.  or  life 
insurance,  are  not  requested  to  report 
pricing  data  under  §  706.22.  Firms  not 
in  this  category  are  asked  to  provide 
modified  pricing  and  profit  margin 
data  (for  their  nonmedical  and  dental 
insurance)  if  they  have  revenues  of 
$500  million  or  more.  With  respect  to 
medical  and  dental  insurance,  compa¬ 
nies  are  asked  to  report  inflation  trend 
factors  instead  of  data  under  §706.22, 
and  to  provide  modified  profit  margin 
data  if  §706.23  applies.  Also,  where 
companies  have  premium  revenues 
from  medical  and  dental  insurance  of 
at  least  $50  million  In  1978.  they 
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should,  when  the  Commissioner  of  Do¬ 
micile  does  not  monitor  compliance 
with  the  standards  in  accordance  with 
the  program  of  the  National  Associ¬ 
ation  of  Insurance  Commissioners 
(NAIC),  furnish  their  inflation  trend 
factors  for  1978. 

The  reporting  date  for  insurance 
companies,  with  respect  to  price  data, 
has  been  changed  from  February  15, 
1979,  to  March  5,  1979,  to  allow  com¬ 
panies  to  prepare  the  requested  re¬ 
ports  on  the  basis  of  the  modified 
price  standard.  Wage  data,  while  tech¬ 
nically  due  earlier,  can  be  incorporat¬ 
ed  in  the  March  5  report  if  this  is 
more  convenient. 

These  standards  will  be  monitored 
with  the  help  of  the  State  insurance 
commissioners  under  a  plan  adopted 
by  the  NAIC’s  convention  in  Decem¬ 
ber  1978.  The  Council  will  also  inde¬ 
pendently  monitor  compliance  with 
the  standards  as  it  deems  necessary. 

While  these  changes  are  effective 
immediately,  the  Council  will  accept 
comments  on  them  through  March  9, 
1979.  The  comments  should  be  sent  to 
Ms.  Sandra  Sherman  at  the  address 
given  above. 

(Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93-387.  a s  amended  (12  U.S.C.  1904, 
note);  E.O.  12092.) 

In  consideration  of  the  foregoing. 
Part  706  of  Chapter  VII,  Title  6  of  the 
Code  of  Federal  Regulations,  is 
amended  by  adding  a  new  §706.26  to 
Subpart  B— Reports  and  Notifications 
to  read  as  follows. 

Issued  in  Washington,  D.C.,  Febru¬ 
ary  8,  1979. 

Barry  Bosworth, 
Director,  Council  on 
Wage  and  Price  Stability. 

Part  706  is  amended  by  adding  a  new 
§  706.26  to  Subpart  B— Reports  and 
Notifications,  as  follows: 

§  706.26  Compliance  with  the  price  stand¬ 
ard  by  insurance  companies. 

(a)  Notwithstanding  §  706.21(c),  a 
firm  providing  insurance  is  not  re¬ 
quested  to  show  that  the  separation  of 
medical  and  dental  insurance  and/or 
non-medical  and  dental  insurance 
from  all  other  lines  of  business  com¬ 
plies  with  the  definition  of  “company” 
in  705D.  A  firm  should  provide  docu¬ 
mentation  signed  by  the  Chief  Execu¬ 
tive  Officer  in  support  of  the  separa¬ 
tion  which  it  has  made.  The  provisions 
of  §  706.21(c)  do  apply  to  a  firms  sepa¬ 
rate  treatment  of  companies  which  do 
not  provide  insurance. 

(b)  With  respect  to  those  lines  of  in¬ 
surance  other  than  medical  and  dental 
insurance,  a  company: 

(l)(i)  Is  not  requested  to  file  reports 
specified  in  §706.22  if  it  writes  only 
life  insurance  or  other  insurance  en¬ 


tirely  in  ai  eas  excluded  from  company 
price  calculations  under  705A-3;  but 

(ii)  If  it  is  not  covered  by  subpara¬ 
graph  (l)(i)  of  this  section,  should, 
when  filing  reports  under  §706.22, 
delete  data  requested  under 
§  706.22(d)(1)  and  substitute  therefor 
its  total  revenues  for  calendar  year 
1978,  and  total  revenues  from  life  in¬ 
surance  or  other  lines  of  insurance  ex¬ 
cluded  from  company  price  calcula¬ 
tions  under  705A-3  for  1978,  reported 
separately  as  provided  in 
§  706.22(d)(1); 

(2)  When  providing  data  under 
§  706.23,  should  use  the  definition  of 
profit  margin  in  705C-6,  and  the  best 
two  out  of  the  calendar  years  1976, 
1977,  and  1978. 

(c)  With  respect  to  medical  and 
dental  insurance,  a  company: 

(1)  Need  not  file  reports  under 
§706.22,  but  should  furnish  its  infla¬ 
tion  trend  factors  for  1978,  and 

(2)  When  furnishing  data  under 
§706.23,  should  use  the  definition  of 
profit  margin  in  705C-5,  and  the  best 
two  out  of  the  calendar  years  1976, 
1977,  and  1978; 

(3)  With  revenues  from  medical  and 
dental  premiums  of  at  least  $50  mil¬ 
lion  in  1978  should,  when  the  Commis¬ 
sioner  of  Domicile  does  not  monitor 
compliance  with  the  standards  in  ac¬ 
cordance  with  the  program  of  the  Na¬ 
tional  Association  of  Insurance  Com¬ 
missioners,  furnish  its  inflation  trend 
factores  for  1978. 

(d)  Reports  made  pursuant  to  this 
section  should  be  filed  with  the  Coun¬ 
cil  by  March  5,  1979. 

[FR  Doc.  79-4782  Filed  2-12-79;  8:45  am] 


[3175-01-M] 

PART  706— SPECIAL  PROCEDURAL 
RULES 

Reporting  Procedures  for  Petroleum 
Refiners 

AGENCY:  Council  on  Wage  and  Price 
Stability. 

ACTION:  Final  rule. 

SUMMARY:  The  Council  is  adopting 
a  special  reporting  provision  for  petro¬ 
leum  refiners  so  that  the  reports  re¬ 
quested  from  such  companies  will  be 
consistent  with  the  modified  price 
standards  which  apply  to  such  compa¬ 
nies. 

EFFECTIVE  DATE:  February  13, 
1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Sandra  Sherman,  Office  of  General 
Counsel,  Council  on  Wage  and  Price 
Stability,  726  Jackson  Place,  N.W., 
Washington,  D.C.,  20506,  (202)  456- 
6286. 


SUPPLEMENTARY  INFORMATION: 
Section  705C-7  contains  a  modified 
price  standard  for  petroleum  refiners. 
Under  this  standard,  companies  which 
refines  petroleum  can  separate  their 
operations  into  three  units— (1)  petro¬ 
leum  refining,  (2)  crude  oil  and  natu¬ 
ral  gas  production,  and  (3)  all  other 
operations— and  treat  these  entities  as 
separate  companies  notwithstanding 
the  definition  of  “company”  in  Section 
705D.  In  addition,  a  gross  margin 
standard  may  be  applied  to  petroleum 
refining  operations  as  a  alternative  to 
the  price  deceleration  standard.  Sub¬ 
part  B  of  Part  706,  “Reports  and  Noti¬ 
fications,  ”  is  being  amended  so  that 
the  reports  requested  from  petroleum 
refiners  will  be  consistent  with  these 
changes. 

Under  these  amendments,  a  new 
paragraph  (e)  is  being  added  to 
§  706.21,  “Company  Organization  for 
Purposes  of  Compliance,”  which  pro¬ 
vides  that  petroleum  refiners  need  not 
sho\fr,  as  requested  in  paragraph  (c)  of 
that  section,  that  the  separation  of 
these  petroleum  refining  operations 
and  crude  oil  and  natural  gas  produc¬ 
tion,  from  all  other  operations,  com¬ 
plies  with  the  705D  definition  of  “com¬ 
pany.”  Rather,  refiners  are  asked  to 
provide  documentation  in  support  of 
the  separate  reporting  designations 
which  they  have  made.  Paragraph  (c) 
would  still  apply  to  a  refiner's  sepa¬ 
rate  treatment  of  companies  which  are 
not  engaged  in  petroleum  refining  or 
production.  In  addition,  paragraph  (c) 
of  §  706.22  is  amended  to  request  base- 
quarter  gross  margin  data  from  petro¬ 
leum  refiners  electing  to  use  that 
option. 

It  should  be  noted  that  the  changes 
in  reporting  apply  only  with  respect  to 
the  price  standard;  reporting  with  re¬ 
spect  to  pay  remains  the  same.  In 
order  to  allow  companies  to  prepare 
the  requested  reports  on  the  basis  of 
the  modified  standard,  the  reporting 
date  for  petroleum  refiners  is  changed 
from  February  15,  1979,  to  March  9, 
1979.  Pay  data  can  be  incorporated  in 
the  March  9  report. 

While  these  changes  are  effective 
immediately,  the  Council  will  accept 
comments  on  them  through  March  9, 
1979.  The  comments  should  be  sent  to 
Ms.  Sandra  Sherman  at  the  address 
given  above. 

(Council  on  Wage  and  Price  Stability  Act, 
Pub.  L.  93-387,  as  amended  (12  U.S.C.  1904, 
note;  E.O.  12092.) 

Chapter  VII,  Title  6  of  the  Code  of 
Federal  Regulations,  in  amended  by 
adding  new  provisions  to  §§  706.21  and 
706.22  to  Subpart  B— Reports  and  No¬ 
tifications  to  read  as  follows. 
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RULES  AND  REGULATIONS 


Issued  in  Washington,  D.C.,  Febru¬ 
ary  12,  1979. 

Barry  Bosworth, 
Director,  Council  on  Wage  and 
Price  Stability. 

1.  §706.21  is  amended  by  adding  a 
new  paragraph  (e)  to  read  as  follows: 

§  706.21  Company  organization  for  pur¬ 
poses  of  compliance. 

•  *  •  *  * 

(e)  Notwithstanding  paragraph  (c),  a 
petroleum  refiner,  as  defined  in  sec¬ 
tion  705C-7,  is  not  requested  to  show 
that  the  separation  of  its  petroleum 
refinery  operations  and  crude  oil  and 
natural  gas  production,  from  all  other 
operations,  complies  with  the  defini¬ 
tion  of  “company”  in  705D.  A  refiner 
should  provide  documentation,  signed 
by  its  Chief  Executive  Officer,  in  sup¬ 
port  of  the  separation  which  it  has 
made.  The  provisions  of  paragraph  (c) 
do  apply  to  a  refiner’s  separate  treat¬ 
ment  of  companies  which  are  not  en¬ 
gaged  in  petroleum  refining  or  crude 
oil  or  natural  gas  production. 

2.  §706.22  is  amended  in  subpara¬ 
graph  (1)  of  paragraph  (c)  to  read  as 
follows: 

§  706.22  Price  or  margin  data. 

•  •  •  •  • 

(c)  *  *  * 

(1)  for  companies  in  food  manufac¬ 
turing  and  food  processing,  and  for  pe¬ 
troleum  refiners,  the  base-quarter 
gross  margin,  as  defined,  respectively, 
in  sections  705C-2(b)  and  (d),  and 
705C-7(a)(2)(iii)  and  (b)(1). 

•  •  •  *  * 

[FR  Doc.  79-4933  Filed  2-12-79;  11:59  am] 
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